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Expected
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Published: Tuesday, June 16, 1987
In a nationwide television and radio broadcast on the evening of June 12, President Jose Sarney
announced that a devaluation of the national currency and a temporary wage and price freeze would
soon go into effect. He also announced price hikes for government subsidized goods and services,
including alcohol fuel, gasoline, telephones, steel, electricity, bread and milk. Work on several major
government projects was postponed for at least six months in an effort to reduce the public deficit.
The new measures were announced on the same day the government disclosed that the inflation
rate for May had reached 23.26%, the highest monthly rate in the country's history. At the same
time, interest rates exceeding 1,000% a year have forced hundreds of companies into bankruptcy
in the past two months. In a televised interview late June 14, Finance Minister Luiz Bresser Pereira
said Brazil will need $7.3 billion in new credits over the next 18 months as part of any agreement
enabling it to resume interest payments on its foreign commercial debt. He said $4.3 billion of this
"new money" would be used to cover interest unpaid since the government declared the partial
moratorium, and cover about half of future interest payments, due through 1988. Officials expect
that foreign commercial banks will be asked to provide $4.3 billion, while the World Bank and
government creditors will receive solicitations for the remaining $3 billion. The minister said these
estimates were based on the presumption that the country can achieve its targets of an $8 billion
trade surplus this year and a $10 billion surplus next year. Bresser Pereira has confirmed that he
will present Brazil's new plan to an IMF mission, which will visit Brazil next week, in the hope of
obtaining the Fund's approval before the government resumes talks with its creditors in late June
or early July. He is also expected to seek endorsement for the plan from the World Bank, the US
Treasury and the Federal Reserve Board. Furthermore, while reiterating that Brazil would not let
the IMF dictate economic policy, the minister said he now saw no objection to a formal agreement if
the Fund accepted his government's plan. According to former Planning Minister Roberto Campos,
a strong critic of the government's economic policies, "It's as if we had gone to the IMF. Most of
the measures, except for the freeze, would be prescribed by the Fund. The country has suffered
unnecessarily all these months because the government refused to go to the Fund." Responding
to the warnings by some politicians that the economy is now entering a recession, Bresser Pereira
asserted that Brazil should achieve a 5% growth rate this year and between 6 and 7% during the next
four years. Few independent economists agree with his optimistic forecasts. According to the Globo
television network, the cruzado will be devalued by 10% against the US dollar. The devaluation
is the second under Bresser Pereira, who took over the ministry from Dilson Funaro April 29 and
devalued the currency by 7% on April 30. The new austerity measures are part of a plan prepared
by Bresser to appease foreign bankers. Brazil's economy has been heading toward recession and
hyperinflation since an anti-inflation adjustment program (Plano Cruzado) which began in 1986
collapsed early this year. Brazil owes approximately $111 billion to foreign lenders. Funaro was the
architect of the Cruzado Plan, which initially met with widespread public support. But the plan
collapsed under the weight of widespread shortages, inflationary pressures and a steep decline in
the country's trade surplus, and with this, foreign currency reserves. In the first four months of this
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year, Brazil had a trade surplus of just $1.16 billion, less than a third of the $3.76 billion surplus in
the comparable 1986 period. In February, Brazil suspended interest payments on about $69 billion
owed to foreign banks. The move rattled the world's financial community and prompted many big
US banks to classify a large portion of their Brazilian loans as nonperforming. Since then, some
of the banks have created large reserves to cover loan losses, acknowledging that many of their
Third World loans will not be repaid. In a related development, on June 10, a report by the official
Brazilian news agency said the government wanted to postpone payment of more than $1 billion
due this year at the IMF. Central bank statistics show that Brazil will owe $1.1 billion by the end
of the year for interest and amortization on its $4.75 billion loan from the IMF. According to NEW
YORK TIMES correspondent, Alan Riding, the recent changes in economic policy are interpreted
by foreign and Brazilian financial experts as the end of Brazil's effort to change the way that foreign
governments and banks handle the Latin American debt crisis. Financial experts described the new
policies as similar to the orthodox economic measures that have been adopted by Mexico, Argentina
and other debtor nations as a prelude to agreements rescheduling outstanding debt payments and
providing new credits. The economic package carries considerable political risks for Sarney, who has
repeatedly pledged not to accept a recession as the price for ending Brazil's partial debt moratorium.
The economy has been showing signs of recession since early this year, and the impact of the new
measures on workers' buying power is expected to intensify protest by labor groups. In the past
few weeks there have been more strikes in Brazil than in recent years. At the time of the interest
payment suspension, then-Finance Minister Funaro said previous debt agreements had provided
only temporary relief. He announced that Brazil would negotiate with commercial banks only after
leading industrialized nations adopted reforms in existing "inter- national financing mechanisms,"
while also arguing that Brazilian economic problems could be resolved only by reducing debt
service and not by new domestic measures. Funaro's claims were effectively ignored by the United
States and other western nations. Meanwhile, the domestic economic situation deteriorated. (Basic
data from REUTERS, 06/13/87; NEW YORK TIMES, 06/15/87, 06/16/87)
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